The evidence base regarding the impact of regulation on small business performance is reviewed. The substantive findings of various studies and their methodological approaches are critiqued. Many studies suffer from inadequate conceptualisation of 'regulation' and methodological shortcomings, and fail to investigate the causal mechanisms through which regulation contributes to business performance outcomes. In some cases, they positively encourage superficial and misleading results. More sophisticated approaches, using qualitative data, demonstrate that regulations generate a variety of consequences and should not be conceptualised solely in terms of costs and constraints. Rather, regulation can impact upon small businesses directly and indirectly, and both constrain and enable and motivate business owners to act. The impact of regulation is contingent upon business owners' adaptations to particular interventions within the broader social contexts within which they operate. The implications for policymakers are discussed.
Introduction
Regulation has become an important topic of public debate among politicians, media commentators, academics, lobby groups and practitioners.
One estimate, derived from Government sources, suggests that implementing new legislation has cost UK businesses more than £50bn since 1998 (BCC 2006) . Other sources, in contrast, note the 'businessfriendliness' of the UK regulatory regime. The World Bank (2006) Commission) to advise Government on regulatory issues; measuring and reducing administrative burdens on business; the simplification of the stock 1 Assessments are made in terms of ten 'indicator sets' all of which have regulatory implications: starting a business; dealing with licenses; hiring and firing workers; registering property; getting credit; protecting investors; paying taxes; trading across borders; enforcing contracts; and closing a business. 2 Rankings are based on judgements relating to: the protection given by property rights; the independence of the judiciary; Government neutrality in awarding public contracts; the cost impact of organised crime and bribery on business and Government officials. Again, regulation is directly relevant to these issues. Small businesses, many insist, suffer disproportionately from state regulation (Fletcher 2001; SBC 2001-4; Harris 2002; Baldwin 2004; Boys Smith 2004) . Reflecting this concern, policymakers now require RIAs to include a Small Firms Impact Test to examine the likely effects of regulatory proposals on small businesses. The purpose here is to examine the evidence base on the impact of regulation on small business performance through an exposition and critique of existing studies. We begin by conceptualising 'regulation' and how it causally influences small 3 Such an approach does not deny that powerful interest groups attempt, and are able, to influence regulators to act in a manner conducive to their interests (e.g. Stigler 1971 ), but it does not reduce regulators' motives to obtaining the support of specific social groups.
business owners' activities and performance before reviewing three types of study and concluding with implications for policymakers arising from the review.
Conceptualising Regulation
The regulatory framework created and enforced by state organisations profoundly shapes all economic activity. The activities of all sub-national, national and supra-national bodies possessing powers to design, implement and enforce regulation, including tax-raising and collecting powers, fall within the remit. 4 The primary purpose of regulation, from the perspective of Government, is to maintain and enhance the conditions that enable an advanced market economy to function. 
Methodology
A systematic search of data sources was undertaken to compile the evidence base. The primary methods used were manual searches of library sources and electronic academic databases; these were supplemented using a
Google internet search engine and were particularly useful to locate Government and other non-academic sources. Search terms such as 'small business', 'enterprise' and 'company' combined with 'regulation', 'legislation', 'compliance costs' and the titles of particular regulations were used to locate material. Some studies were small business-specific; others included larger organisations. Most materials found were UK sources though the arguments presented here are intended to be of wider significance.
Interrogating the Evidence Base on Regulation and Small Business Performance
A large number of studies were identified, and can be categorised as one or more of the following types:
• business burden studies;
• compliance cost studies;
• business decision-making and competitiveness studies.
In the following sections, evidence is reviewed under these sub-heads.
Some studies appear under more than one sub-head as they combine more than one of the types listed above. For each type of study, the implications for policymakers are discussed. Several Cambridge University small business surveys have examined the impact of regulation on innovation (but not other business performance objectives) (Cosh et al. 1996; Cosh and Wood 1998; Cosh and Hughes 2003) . Business owners were asked to rate the importance of various factors as barriers to innovation, on a 5-or 6-point scale (ranging from 'insignificant' to 'crucial'). In all three surveys, 'regulation' is covered by the rather wider concept of 'legislation, norms, regulations, standards and taxation'. Both norms and standards could refer to industrial, trade or commercial customs rather than legal rules. But, even allowing for this, the wider concept is not a major barrier to innovation. This factor was the tenth (out of 18) most important barrier to innovation in the 1996 report, tenth (out of 16) in the 1998 report, and joint seventh (out of 16) in the 2003 report. Again, this survey evidence provides little insight into precisely how 'legislation, norms, regulations, standards and taxation' act as barriers to innovation activities; nor is consideration given to the possibility that these influences may be drivers of, rather than barriers to, innovation.
The Federation of Small Business biennial membership surveys indicate substantial dissatisfaction with various aspects of regulation (Carter et al. 2002 (Carter et al. , 2006 . The 2006 study of nearly 19,000 business owners found that large proportions of respondents were either 'dissatisfied' or 'very dissatisfied' with: the complexity of legislation (54%), the volume (53%), the rate of change (51%), the cost of compliance (51%), the interpretation of legislation (48%), the enforcement regimes (31%) and the inspection regime (29%). Only 2-4% of respondents reported being 'satisfied' with each of these six aspects of legislation (Carter 2006 : Table 8 .1). Interestingly, when asked about the effects on the business of specific employment lawsdisability discrimination; flexible working; maternity, paternity and parental leave; and working time -more than six in ten respondents reported no effect at all; only 5-9% of respondents reported negative views, with 1-4%
reporting positive views, and the remainder reporting 'not relevant' or giving no answer (Carter 2006 : Table 5 .9). Again, though, evidence is not presented as to why owners were dissatisfied, reported positive or negative views, or, more important, whether this caused business owners to adapt their behaviour in other ways which might have had consequences for business performance. Variability in regulatory awareness suggests variable levels of compliance;
indeed, because many owners lack a proper understanding of some regulations, they do not know whether they are meeting their obligations or not (Scott et al. 1989; Yapp and Fairman 2005) , a condition Petts et al.
(1999) describe as 'vulnerable compliance'. Having said this, detailed knowledge is not a necessary condition for compliance. Commitments to standards of professional practice (Corneliussen 2004) , market forces, concerns about reputation, and a paternalistic attitude towards employees (Vickers et al. 2005) can influence business owners to act in accordance with regulatory requirements without complete knowledge. Yet, business owners may consciously choose not to comply despite adequate knowledge.
Distinct attitudes to compliance have been identified, from the 'avoider' (Vickers et al. 2005 ) and the 'unaware' (Harris 2002) through 'vulnerable compliance' (Petts et al. 1999) to 'proactive learners' (Vickers et al. 2005) that actively seek to build upon regulatory compliance to achieve wider 
Compliance Cost Studies
Using survey techniques, compliance cost studies attempt to quantify the administrative costs -and very occasionally, the benefits -for business owners of regulatory compliance. For business owners, it is argued, there is an opportunity cost in diverting scarce resources away from more productive, profit-generating activities in order to discover, interpret and comply with regulatory obligations. In the SBS 2004/5 Survey, of those reporting that regulations acted as an obstacle to business, the most common obstacle cited was 'paperwork/administrative procedures' (reported by 39%). With regard to taxation, the main barrier identified was 'difficult to RIAs are intended to provide a cost-benefit analysis of proposed regulation as part of the policy-making process but, in practice, the costs and benefits are often either ignored completely or not quantified (Ambler et al. 2005 (Ambler et al. , 2006 Compliance cost analysis tends to focus on those costs that can be quantified easily, or alternatively, attempts are made to force qualitative phenomena into a quantitative cost-benefit framework. For example, some studies find an association between the psychological costs associated with handling regulation -the stress and anxiety associated with discovering, interpreting and implementing regulation -and overall compliance costs (e.g. Hansford et al. 2004 ). These are no doubt important influences on owner-manager behaviour, both motivating and demotivating, but very difficult to quantify. Kauser et al. (2005) and Chittenden et al. (2005a) claim to measure psychological costs but the question asked requests business owners to state how much Government should compensate them for administering a particular tax. It is questionable whether this measure captures 'psychological costs' in the sense of felt anxiety, or is simply a reflection of time costs.
Business Decision-Making and Competitiveness Studies
These studies, both quantitative and qualitative, examine how and why small business owners adapt to regulatory change in the ways they do Large minorities of those who had recently thought about starting their own business, buying into an existing business, or becoming self-employed (36%), and of those not currently running a business/self-employed, nor
having recently thought about becoming so (44%), cited the complexity of regulations as influencing them not to start a business, though for both groups other factors were cited as barriers more frequently. The study did not consider whether regulation might encourage business formation, for example, by creating market opportunities, providing guidance on running a business or in creating a 'level playing field' upon which small businesses are able to compete. Focus group and telephone survey evidence both from current owners and non-owners suggests that those thinking about going into business tend to over-estimate the extent to which tax and regulation issues constitute a real burden; those currently in business reported regulations to be less onerous than anticipated (SBS 2005) . Again, these differences between prospective business owners' expectations of regulation and current owners' direct experience might be explicable in Table 4 .3a). Chittenden et al. (2000) interpret the spiky distribution of business turnover at levels just below the VAT threshold in terms of a 'distorted business behaviour zone'
(cited in Chittenden et al. 2002) , implying that business owners choose to operate at lower levels of activity to avoid regulatory obligations. How far proximity to the VAT threshold causes business owners to restrict turnover growth rather than there being a bunched distribution for other reasons is unclear. Data is suggestive of causal links through statistical correlation rather than through linking business owners' motivations and actions to the broader context, including the regulatory framework.
Regulation does not have uniform consequences for small business owners; everything depends on how owners, and others whose actions causally affect them -competitors, suppliers, employees, infrastructure providers and regulatory authorities -exercise their agency and adapt to regulatory change. The impact is, therefore, variable. These obvious points can be lost in aggregate data on business owners' perceptions of regulation and estimates of compliance costs. It is the interaction of the specific character of regulatory change, its insertion into pre-existing business practices, agents' adaptations, and the broader context of adjustment that researchers must address to assess the impact of regulation on small firm performance.
Regulatory change always intervenes into pre-existing business relationships and practices. Adaptation necessarily changes these relations and practices though to different degrees, depending upon prior conditions;
hence it is regulatory change that causes most concern for business owners (Edwards et al. 2004 ). The regulatory framework becomes part of the taken-for-granted world of business owners until such time as it requires them to adapt. Qualitative studies provide greater detail of these causal processes and are more sensitive to the specific content of regulations, owner-managers' awareness and adjustments, and the business context. further adaptations to business practice; raising product prices; reducing employment, workers' hours and work intensification; cuts in training and non-pay benefits; product and process innovations; or by choosing not to comply (Bullock et al. 2000 (Bullock et al. , 2001 Ram et al. 2001 Ram et al. , 2003 Gray 2001, 2004; Gilman et al. 2002; Lucas and Langlois 2003; and other employment regulations, that the law often exerts only a limited impact on small business owners' decision-making and business competitiveness. Most were able to adapt to regulatory change with limited disruption to existing practice either because the cost increases imposed by regulation were minimal, or because the firm's product market position and 'informal' workplace relationships enabled cost increases to be absorbed or passed on to customers as higher prices without serious problems. Where product market competition was intense and businesses were struggling, however, regulatory change could aggravate an already precarious market position, forcing some businesses to the edge of legality or, in some cases, into closure. Few businesses were 'shocked' into implementing product innovations owing to limited access to capital and/or skills. Grimshaw and Carroll (2006) suggest that small business employer norms regarding employee pay and an unwillingness to invest in external workforce training combined with restrictive product market conditions limit the capacity of individual firms to develop innovative business strategies.
Various studies argue for the potential benefits of regulation for small business owners' activities. Tabone and Baldacchino (2003) note how the requirement for a statutory audit generated benefits by imposing financial discipline upon business owners as well as protecting society from business malpractice. Employment regulation can benefit small employers by providing guidelines and clarification in setting employment conditions (Blackburn and Hart 2002) and by enabling the formalisation of procedures for dealing with matters such as discipline and dismissal ) -though others report increasing formalisation as a disadvantage for small employers because it undermines the flexibility of existing informal workplace relationships (Marlow 2002; Harris 2002; Walsh 2004 ).
Environmental regulation can stimulate business owners to search for innovative product and process solutions (Noci and Verganti 1999; Vickers and Cordey-Hayes 1999) . Even requirements for information provision can improve management systems in terms of record-keeping. Such evidence helps to counter the one-sided character of much of the discussion about regulation.
There is little evidence that regulation encourages small business owners to implement major product or process innovations. Such innovations do occur but are contingent upon a wide range of influences, including the severity of the regulatory shock and the capacity and willingness of ownermanagers to adapt working routines and/or products. This suggests a dilemma. Where the regulatory shock is minor, business owners might prefer to continue 'business as usual' because they lack incentives to reform their business practices fundamentally . Where regulatory change is major, business owners often lack the resources and/or the willingness to adapt effectively -indeed, some business owners' aversion to change may lead them to become 'entrapped' in a situation where they remain committed to existing ways of operating, or incremental change, despite obvious difficulties (Drummond 2004 
Conclusion and Policy Implications
This review of the evidence base on regulation and small business performance has identified several different types of study. The methodologies adopted profoundly influence data quality and the inferences and policy implications that can be drawn from them. Many studies focus solely on business owners themselves and conceptualise regulation, explicitly or implicitly, in narrow terms as a cost or constraint. Such a narrow focus does scant justice to the complex causal mechanisms through which regulation causes changes in small business practices and performance -direct and indirect; constraining, enabling and motivating. Commission.
